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LIBERALIZATION OF ELIGIBILITY FOR CIVIL SERVICE
RETIREMENT COST-OF-LIVING ANNUITY INCREASES

SEPrEMBER 10, 1973.—Committed to the Committee of the Whole ITouse on the
State of the Union and ordered to be printed

Mr. Warpte, from the Committee on Post Office and Civil Service,
submitted the following

REPORT

[To accompany ILR. 3799]

The Committee on Post Office and Civil Service, to whom was re-
ferred the bill (TL.R. 3799) to liberalize eligibility for cost-of-living
increases in civil service retirement annuities, having considered the
same, report favorably thereon with an amendment and recommend
that the bill as amended do pass.

The amendment is as follows:

On page 2, strike out lines 21 through 25, and insert the following :

Skc. 2. The amendments made by this Act shall apply only
with respect to annuities which commence on or after July 2,
1973, ‘

EXPLANATION oF AMENDMENT

The purpose of the amendment is to provide that the first section
of the bill shall apply to annuities which commence on or after July 2,
1973, rather than only to those which commence after the next-occur-
ring cost-of-living adjustment. '

Purrosre

The purpose of this legislation is to guarantee to an employoe retir-
ing under the Civil Service Retirement System, and to the widow of
an employee who dies, after the effective date of a cost-of-living in-
crease, an annuity equal to that which would have been payable had
the commencing date of the annuity been the effective date of the
last preceding cost-of-living annuity increase.

ComMMITTER Acrion

_I1.R. 3799 is based upon an official recommendation of the U.S. Civil
Service Commission. 1t was approved by a unanimons voice vote of the
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Subconunittee on Retivement and £mployce Benetits, and ordered re-
ported, as umended, by a unanimous veice vote of the full committee.

STATEMENT

Swanmary.—This legislation is designed to (1) eliminate the anom-
aly of a difference in amount between annuities that commence on or
hefore the effective date of a cost-of-living annuity increase and those
ihat commence shortly after that date; (2) moderate the peaking of
retirements immediately before cost-of-living increases become effec-
tive; and (3) reduce the disruption in the work of Government agen-
cies caused by many eiaployees suddenly retiring at the same time.

Present taw—Secticn 8340 of title 5, United States Code, provides
for automatic inereases in civil service annuities whenever the cost-o:-
living, as deiermined by the nationwide Consumer Price Index, equnals
w rise of at least 3 percent over the index for the month upon which
the most recent inerease was based, and remains at or exceeds 8 per-
cent for 8 consecutive months. Under this provision, annuity adjust-
ments were authorizec In 19635, 1967, 1968, 1969 (twice), 1970, 1971,
1972, and on July 1, 1973,

Kligibility for an annuity increase is governed by the commencing
date of cach annuity. Existing law provides that any such increase
shall apply only to those annuities which have a commencing date not
later than the effectiva date of the particular inecrease. In effect, an
annuity which begins on or before the eifective date of an adjustment
ig increased by the respective percentage authorized by operation of
law.

To be entitled to the cost-of-living annuity increase an employee
must retire no later then the day itamediately preceding the date upon
which the inerease becomes effective.

Under present faw, in order to have qualified for the most recent
cost-of-living mcrease, effective July 1, 1973, an employee must have
vetired no iater than June 30, 1973, Similarly, for the widow to be en-
titled to such increase, her husband’s death must have occurred before
July 1. If the employee continued in Federal employment after June
50, and retived or died shortly aftec June 30, the annuity benefit would
be smaller than that which would have been payable hiad his retirement
or death ocenrred prior to July 1. While the additional service and
higher average pay would contribute to a larger annuity than other-
wise would have been carned on June 30, it will take from 4 to 10
wonths (depending upon the employec’s length of service and salary)
to earn a benefit equal to the rate of annuity he or his widow would
have received had separation or death occurred on or before June 30.

On each oceasion when a cost-of-living adjustment has been trig-
cered, experience shows that employees who had been planning to
retire within several months after the effective date of an increase ad-
vanee their retirement to just befoe that date in order to get the bens-
{it of the increase. Kor example, the increase effective July 1, 1972,
produced abont 60,000 retirements in excess of the approximate 20,000
that normally would have occurred in a four-month period. Almost
90,000 employees retired during an identieal time period as a result
of the most recent inerease effected July 1, 1973,
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Thus, it was clearly demonstrated that the present adjustment fea-
ture operates to cluster retirements immediately before every cost-of-
living inerease, and results in not only placing a tremendous workload
upon the Civil Service Commission, but causes scrious delays in the
adjudication of thousands of retiring employces’ annnity claims and
in the commencement of benefit payments. Ifurther, employing agen-
cies throughout the Government are adversely affected because of an
inordinate number of cmployces deciding to retire on short notice,
with many leaving prior to the completion of projects upon which
they were working.

Committee’s proposal—Under H.R. 3799, an employee retiring on
or after the effective date of a cost-of-living increase, and the widow
of an employee who dies on or after that date, will be guaranteed an
amnuity at least as large as would have been payable if the employee
had retired or died the day before the effective date of the incrcase.
The provisions apply to annuities which commence on or after July 2,
1973.

This will eliminate the anomaly of an employce who is separated
for retirement soon after the effective date of an increase receiving a
smaller annuity than an employec who retires before the effective date,
even though the individual who retires after the cffective date of the
increase has as mueh or more service and the same or larger high-
three average salary. It will also eliminate the parallel anomaly for
widows.

The bill stipulates, however, that in granting service credit for any
unused sick leave to an employee’s credit, the amount of the leave used
in the computation of annuity which would have been payable had he
retired immediately prior to the effective date of an increase will be
the number of days of sick leave actually to his credit on the subse-
quent date of separation.

The bill does not apply to deferred annuities which commence after
any such effective date. It will be applicable to an employee who is
entitled to an immediate annuity, irrespective of the fact that he may
not have met the age and service or other requirements for annuity
before the effective date of the cost-of-living increase. In the com-
mittees’ judgment, this is a fair and reasonable extension of the treat-
ment that would be given to the widow whose husband dies after that
date, and, particularly, the employee who becomes disabled or is sep-
arated by reduction in force after that date. Ilquity would appear to
demand that all of these employees and survivors get no less in annuity
than the amounts paid others on the basis of the same, or even shorter,
service.

The committee shares the concern of the Civil Service Commission
and employing agencies with the adverse effect the clustering of re-
tirements has upon the administration of the retirement program in
terms of peak workloads, the substantial administrative expenses in-
curred by the retirement fund in processing an inordinate influx of
retiverrent applications, the inherent delay in the receipt of annuity
payments, and the disruption of agency functions occasioned by an
abnormal number of employees suddenly retiring at the same time.

1t is the consensus of the committee that the enactment of H.R. 3799
will alleviate these administrative problems by evenly spacing retire-
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ments over a period of months, thus, serving the best interests of both
the employees and the Government. The committee also recognizes
that the cost resulting from its enactment would be largely offset by
the appreciable savings to be realized in the administrative expenses of
the Civil Service Retirement Systern.

Forvecrive Darr

The amendments made by the first section of the bill will apply gen-
erally to annuities which commence after the effective date of any fu-
ture cost-of-living adjustment.

However, section 2 o the bill, as amended, retroactively extencls the
policy preseribed in the first seetion to those annuities which com.-
mence on or after July 2, 1973,

SECTION A NALYSTS

FIRST SECTION

The first section amands section 8840(c) of title 5, United States
Caode, to provide that an annuity of an employee or a Member that
has a commencing date after the cffective date of the last preceding
cost-of-living increase under section 8340(h) of title 5, shall not be
less than the annnity which would have been payable had the anauity
commenced on the effective date of the last preceding cost-of-living
increase. The employee or Memoer need not have been eligible for
an annuity on the effestive date of the last preceding cost-of-living
inerease in order to he entitled to the henefit under the amendment.
The amendnment made by the first section applies to annuities pay-
able to widows or widowers of deceased employees or Members. TTow-
ever, the amendment does not apply to deferred annuities payable
under section Bi88 of title 5, United States Code, or wnder any other
ielated provision of faw.,

The section also provides that for purposes of section 8339(m) of
title 5, Tinited States Clode, the amount of nnsed ek leave which is
twsed i computing the,annuity which would have been payable had it
commenced on the effective date of the last preceding cost-of-living
inerease shall be the wimber of deys of sick Teave to the emmplayee’s
evedit on the date of hisseparation from rhe service.

SECITON 2

Section 2 provides that the amendments made by the first section
«f the bill shall become effective retroactively, and apply to immediate
snnuities which commence on or after July 2, 1973. Thns, the bill will
2pply to those employces who retire or die in service after June 30,
1973, and to annnities which comnence subsequent to July 1, 1975,
The annuities of emplayees or surviving sponses would be computed
{or recomputed) as theugh separation from Federal employment had
accurred on June 30, 1973,

If such computation, increased by the latest 6.1 percent cost-of-
iving adjustiment, results in an annuity exceeding the anmuity earned
on the date of actual separation, the former will be paid in lien of
thelatter.
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Estiaratep Cost

The cost of this legislation, which, under 5 U.8.C. 8348(g), repre-
sents a percentage of the interest ($500,000 annually) on the addi-
tional $10 million unfunded liability resulting from its enactment, is
estimated to be as follows:

Fiseal year 1974 (40 percent of $500,000) _ _ $200, 000
Fiscal year 1975 (50 percent of $500,000) . . ____ 250, 000
Fisenl year 1976 (60 percent of $500,000) o 300, 000
Fiseal year 1977 (70 pereent of $500,000) __ o __ 350, 000
Ttiscal year 1978 (80 percent of $500,000) oo ______ 400, 000

Such interest would inerease correspondingly by $50,000 in cach
subsequent year until 1980, and thereafter the full amount of interest
would approximate $500,000. A similar nafunded liability would be
created by each future cost-of-living adjustment and swould be financed
by similar transfers of moneys from the Treasury to the retirement
fund.

The additional interest would be offset by savings ($300,000 in the
case of the 1972 increase) in administrative expenses incident to each
cost-of-living increase which is now being charged against the retire-
ment fund for processing the pealk retirement application workload
which accompanies each cost-of-living adjustment.

Tle cost estimates appearing in nthe Civil Service Commission’s
letter of January 18, 1973, have been increased in the committee esti-
mates to reflect the approximate costs of the actual 6.1 percent
adjustment which oceurred on July 1, 1973,

ADMINISTRATIVE RECOMMENDATIONS

The provisions of the first section of the bill are based on an official
recommendation of the Chairman of the U.S. Civil Service Commis-
sion, as contained in his letter of January 18, 1973, which follows:

U.S. Crvir. Service COMMISSION,
Washington, D.C., January 18, 1973.
Hon. Cari ALserT,
Speaker of the louse of Representatives,
Washington, D.C.

Drar Mr. Seeaxer: The Commission submits for the consideration
of the Congress, and recommends favorable action on, the attached
legislative proposal which provides that the immediate (not deferred)
Civil Service retirement annuity of an employee or Member of Con-
gress retiring after the effective date of a cost-of-living annuity in-
crease shall not be less than his annnity would have been if he had
retired and had been eligible for annuity on the effective date. Simi-
larly, the proposal provides that the annuity of an cmployee’s or
Member’s widow (er) commencing after the effective date of a cost-of-
living annuity increase shall not be less than it would have been if it
had commenced on the effective date.

Whether an employee’s annuity will be greater computed on the
basis of (1) service and salary up to the effective date of the most
recent cost-of-living increase, plus that percentage increase or (2) all
service and salary up to the date of actual separation, without a cost-
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of-living increase, depends on factors which vary with the individual.
Assuming a normal pattern of past and future salary increases, and a
5 percent cost-of-Lving increase, an employee would need 8-10 addi-
tional months’ service, depend ng on his total years of service, for his
annunity without the cost-of-living increase to equal the amount he
could get if he had retired on the effective date of the cost-of-living
increase. Under the proposal, an employee would in all cases receive
the larger annuity.

The present cost-of-living adjustment provision, found in 5 U.S.C.
8340, provides that an employee must retire and his annuity must
commence on or before the eflective date of a cost-of-living annnity
increase in order to have it applied in the computation of his annuity.
The reasons for the proposed change are:

(1) 'The present provision produces the anomaly of an employee who
retires soon after rhe effective date of an increase receiving less an-
nuity than an employee, with the same service beginning date and
high three-year average salary, who retires on or before the cffective
date, even though the employee whe retires after the effective date has
more service. A sirnilar anomaly exists in computing a survivor’s an-
nuity beause the sarvivor of en employee who dies on or hefore the
effective date of a cost-of-living increase receives the increase, but the
survivor of an employee who dies after the effective date does not re-
ceive it,

(2) We are concerned about the way the large number of retirements
which follow cost-of-living annmity adjustments affects the admin-
istration of the Civil Service Fetirement System. The present cost-of-
living adjustment provision “b mches” retirements immediately before
the cffective date of every cost-of-living annuity inerease by accelerat-
ing the retirements of employces who had been planning to leave
within six months or so after that date. The last such increase, effec-
tive July 1. 1972. for example, produced about 60,000 retirements in
addition to the 20,000 or Jess thaf occur in 2 normal four-month period.
Despite the Commission’s plars to cope with such a peak load, work
is disrupted and annuity payments are seriously delayed when so many
retirements that would otherwise have been evenly spaced over a period
of several months occur at the same time.

(%) Agenecies throughout the Government are also adversely affected
because an inordinate number of employees decide to retire immedi-
ately hefore a cost-of-living annuity increase. Many of these people
if they are willing, must be resmployed as annuitants to complete the
projects on which they were working.

Enactment of the draft bill would (1) eliminate the anomaly be-
tween annuities that commenee on ov just before the offective date of a
cost-of-Tiving incvease and thoss that conmence shortly after that date;
(2) moderate the peaking of retirements immediately before cost-of-
living increases become effective, with an estimated savings ot $300,000
in administrative expenses now charged against the Civil Service re-
tirement and disability fund for processing the peak work loac that
accompanies each cost-of-living adjustment; and, (3) reduce tha dis-
ruption in the work of agenecies throughout the Government caused by
many eniployees suddenly retiring at the same time, with many leaving
work projects incomplete.

To the extent that employees delayed retirement by a few months
they wounld (1) pay contributions to the Fund for a longer period,
and (2) not receive any anniity for those months—a combination
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neeessarily resulting in more money in the Fund. On the other hand,
to the extent that employees who would have retired after the effective
date of the cost-of-living increase anyway receive a higher annuity
than they would have received if they had retired on the effective
date, more money would be paid out of the Fund.

The additional annuity benefits which would be provided by the
draft bill for each cost-of-living annuity increase authorized on or
after its enactment would increase the unfunded lability of the Civil
Service retirement and disability fund. Assuming, for example, that
the draft bill is enacted and that then a 4.5 percent cost-of-living an-
nuity increase is effective July 1, 1973, the unfunded liability of the
Fund would be increased by $7.5 million. The annual interest on this
$7.5 million would be $375,000.

Under 5 U.S.C. 8348(g), the Secretary of the Treasury, before
closing the accounts for a fiscal year, would have to credit to the
Fund, as a Government contribution, out of any money in the Treas-
ury of the Urited States not otherwise appropriated, the following
percentages of all interest on the unfunded liability existing at the
start of that fiscal year: 40 percent for 1974; 50 percent for 19753 60
percent for 1976; and continning to increase by 10 percent each year
until 100 percent of the intercst would have to be credited for fiscal
year 1980 and for each fiscal year thereafter. :

Each additional cost-of-living annuity increase authorized subse-
quent to fiscal year 1973 would have a cumulative effect on the Retire-
ment Fund’s unfunded liability and the annual interest thereon, If,
for example, there is one cost-of-living annuity increase of 4.5 percent
in each fiscal year 1974 through 1980, the unfunded liability would be
increased by a little over $52.5 million, and the annual cumulative
interest payment due the Fund from the Secretary of the Treasury
at the end of fiscal year 1981 would be a little over $2.6 million.

The Office of Management and Budget advises that there is no ob-
jection from the standpoint of the administration’s program to the
submission of this draft bill to Congress.

A similar letter is being sent to the President of the Senate.

By direction of the Commission :

Sincerely yours,
Ropert Hamrrow, Chairman.

Cranaes I8, Exisring Law Mavr By Tire Bion, As Rerorten
In compliance with clause 3 of rule XTIT of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is

enclosed in black brackets, new matter is printed in italie, existing law
in which no change is proposed is shown in roman) :

TITLE 5, UNITED STATES CODE
® % * ® * % "

Subpart G—Insurance and Annuities
% ® * ® & * &

Chapter 83—RETIREMENT
Approted For Release 2002/01/16 : CIA-RDP75B00380R000800020002-4
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SUBCHAPTER ITL—CIVIL SERVICE RETIREMENT

* B B b £ g *
§ 8340, Cost-of-living adjustraent of annuities
(a)
¥ ES e E ES P 4

(¢) laligibility for an aunuity increase under this section is governed
by t]w commencing date of each annuity payable from the Fund as
of the efiective date of an increase, except as follows:

(1) Ao aiity (except o deferred annwity wader section 8338
of this title o wny other provision of law) which—

(1) 45 payable froir the Fund to an (Jm///m/r’e or Member
who retives, or to the widow or«widower of a decensed em-
ployee or Member: and

(13) has w commencing dute after the effective date of the
then last preceding arnuity increase under subsection (b) of
this section;

shall wot be /ms than the annuity which would have been pairable
if the commencing date of such anwnuity had been the effective date
of the then last preceding annwity increase under subsection, (b)
af this section. In the adminisiration of this paragraph, ar. em-
/}/()IIPP or a deceased employee shall be deemed. for the purposes
of section 8339 1) of this title. to have to his credit, on the eﬁeotwe
date of the then last preceding annuily increase um/e/ subsection
(0 of this section. a wumber of days of wnused sick leave equal to
the wumber of days of unused. sick leave to his credit on the date
of fris s()/;mu//(w from the service.

[(D)F(2) Lfective from its commencing date, an annuity pay-
able from the Fund to ar. annnitant’s survivor (except a child
entitled nnder section 8341 (e) of this title), which annuity com-
metices the day after the deam of the annuitant and after the
affective date of the first increase under this section, shall be
inereased by the total percent increase the annuitant was receiv-
ing under this section at death. However, the increase in a sur-
vivor annuity authorized by section 8 of the Act of May 20, 1030,
as sunended to July 6, 1950, shall be computed as if the annmtv
commencing date had been the effective date of the first increase
under this secsion.

[2)] (%) For the purpcse of computing the annuity of a child
under section #3341 (e} of this title that commences on or after the
first day of the frst month that begins on or after the date of
enactment of the Civil Service Retirement Amendments of 1969,
1!19 iterns $900, $1,080, $2,700, and $3,240 appearing in sectlon

8341 (e) of this title shall be increased by the total percent in-
ereases allowed and in force under this section on or after such
day and, in case of a deceased annuitant, the items 60 percent and
75 percent. apoearing in section 8341(6) of this title shall be
inereased by the total percent allowed and in force to the annuitant
under this section on or after such day.

* % * * * * %

O
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15t Session No. 93-457

LIBERALIZATION OF ELIGIBILITY FOR CIVIL SERVICE
RETIREMENT COST-OF-LIVING ANNUITY INCREASES

SrpreMpir 10, 1978 —Committed to the Committee of the Whole House on the
State of the Union and ordered to be printed

Mr. Warpte, from the Committee on Post Office and Civil Service,
submitted the following

REPORT

[To accompany ILR. 83799]

The Committee on Post Office and Civil Service, to whom was re-
ferred the bill (IL.R. 8799) to liberalize cligibility for cost-of-living
increases in civil service retirement annuities, having considered the
same, report favorably thereon with an amendment and recommend
that the bill as amended do pass.

The amendment is as follows:

On page 2, strike out lines 21 through 25, and insert the following:

Suc. 2. The amendinents made by this Act shall apply only
with respect to annuities which commence on or after July 2,
1978.

IEXPLANATION OF AMENDMENT

The purpose of the amendment is to provide that the first section
of the bill shall apply to annuities which commence on or after July 2,
1973, rather than only to those which commence after the next-occur-
ring cost-of-living adjustment.

Purrosk

The purpose of this legislation is to guarantee to an employce retir-
ing under the Civil Service Retirement System, and to the widow of
an employee who dies, after the effective date of a cost-of-living in-
crease, an annuity equal to that which would have been payable had
the commencing date of the annuity been the ecffective date of the
last preceding cost-of-living annuity increase.

Commrrres Acrion
IL.RR. 3799 is based upon an official recommendation of the U.S. Civil
Service Commission. It was approved by a unanimous voice vote of the

99006
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Subcommitfee on Retirement and limployee Benefits, and orderad re-
ported, as mnended, by a unanimous voice vote of the full committee.

STATSMENT

Nusnmury ~—This legislation is cesigned to (1) eliminate the anom-
aly of a difference in amount betveeen annuities that commence on or
before the cifective date of a cost-of-living annuity increase and those
that commence shortly after that date; (2) moderate the peaking of
vetirements immediately before cost-of-living increases become effec-
tive; and (3) reduce the disruption in the work of (fovernment agen-
cies caused by many employces suddenly retiring at the same time.

Present law——Section 8340 of title 5, United States Code, provides
for automatic inereases in civil service annuities whenever the cest-of-
living, as determined Ly the natior wide Consuiner Price Index, equals
a rise of at least 5 percent over the mdex for the month upon which
the most rec ent Increase was based, and remains at or exceeds 3 per-
cent for 3 consecutive months. Urder this provision, annuity adjust-
ments were authorized in 19().), 1967, 1968, 1969 (twice), 1970, 1971,
1972, and on July 1, 1973.

Eligibility for an annuity increase is governed by the commencing
date of each annuity. Existing law provides that any such inecrease
shall apply nnly to these annuities which have a commencing date not
later than the effective date of tle particular increase. In eﬁect an
annuity which begins on or before the effective date of an adj usunent
is increased by the respective percentage authorized by operation of
Taw.

To be entitled to the cost-of-living annuity inerease an employee
must retire no later than the day iramediately preceding the date upen
which the increase becomes effectivo.

Under present law, in ovrder to have quqliﬁod for the most recent
cost-of-living inerease, effective July 1, 1973, an employee must have
retived no Jater than June 30, 1973, bnmlally, for the widow to be cn-
titled to such increase, her husband’s death must have occurred before
July 1. If the employee continued in IFederal employment after June
30, and retired or died shortly after Jure 30, the annuity benefit would
be smaller than that which would have Leen payable had his retirement
or death oceurred prior to July 1. While the additional serviee and
liigher avet .wo pay would contribute to a larger annuity than other-
wise would have been carned on June 30, it will take from 4 to 10
months (depending upon the employee’s length of service and salary)
fo earn o benefit equal to the rate of annuity he or his widow would
have received had separation or d:ath oceurred on or before June 30.

On each occasion when a cost-of-living adjustment has been trig-
oered, experience shows that employees who had been planning ro
retire within several months after the effective date of an increase ad-
vance their vetirement to just before that date in order to get the bene-
fit of the imcrease. For example, the increase cffective July 1, 1972,
produced abont 60,000 retirements in excess of the approximate 20 ,000
that normally wom(l aave oceurred in a four-month period. Almoat
90,000 employees retired during an identical time period as a result
of the most recent inerease effected July 1,1973.

ILIL 3457
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Thus, it was clearly demonstrated that the present adjustment fea-
ture operates to cluster retirements immediately before every cost-of-
living increase, and results in not only placing a tremendous workload
upon the Civil Service Commission, but causes serious delays in the
adjudication of thousands of retiring employces’ annuity claims and
in the commencement of benefit payments. Further, employing agen-
cies throughout the Government arc adversely affected because of an
inordinate number of employees deciding to retive on short notice,
with many leaving prior to the completion of projects upon which
they were working.

Committee’s proposal—Under FLR. 8799, an employee retiring on
or after the effective date of a cost-of-living increase, and the widow
of an employee who dies on or after that date, will be guaranteed an
annuity at Jeast as large as would have been payable if the employee
had retired or died the day before the cffective date of the inercase.
The provisions apply to annuities which commence on or after July 2,
1973, .

This will eliminate the anomaly of an employee who is separated
for retirement soon after the effective date of an increase receiving a
smaller annuity than an employee who retirves before the effective date,
even though the individual who retires after the cffective date of the
increase has as much or more service and the same or lavrger high-
three average salary. It will also eliminate the parallel anomaly for
widows.

The bill stipulates, however, that in granting service credit for any
unused sick leave to an employee’s credit, the amount of the leave used
in the computation of annuity which would have been payable had he
retired immediately prior to the effective date of an increase will be
the number of days of sick leave actually to his credit on the subse-
quent date of separation.

The bill does not apply to deferred annuities which commence after
any such effective date. It will be applicable to an employec who is
entitled to an immediate annuity, irrespective of the fact that he may
not have met the age and service or other requirements for annuity
before the effective date of the cost-of-living increase. In the com-
mittecs’ jndgment, this is a fair and reasonable extension of the treat-
ment that would be given to the widow whose husband dies after that
date, and, particularly, the employee who bocomes disabled or is sep-
arated by reduction in force after that date. Kquity would appear to
demand that all of these employees and survivors get no less in annuity
than the amounts paid others on the basis of the same, or even shorter,
service.

The committee shares the concern of the Civil Service Commission
and employing agencies with the adverse effect the clustering of re-
tirements has upon the administration of the retirement program in
terms of peak workloads, the substantial administrative expenses in-
curred by the retirement fund in processing an inordinate influx of
retivement applications, the inherent delay in the receipt of annuity
payments, and the disruption of agency functions occasioned by an
abnormal number of employees suddenly retiring at the same time.

It is the consensus of the committee that the enactment of TL.R. 8799
will alleviate these administrative problems by evenly spacing retire-
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wents over a period of months, thus, serving the best interests of both
the employees and th> Government. The committee also recognizes
that the cost resulting from its eractment would be largely offset by
the appreciable savings to be realized in the administrative expenses of
the Civil Service Retirement System.

Ermoenve Tate

The amendments made by the first section of the bill will apply gen-
erally to annuities whizh commence after the effective date of any fu-
ture cost-of-living adjustment.

However, section 2 of the bill, as amended, retroactively extends the
policy prescribed in the first section to those annuities which com-
mence on or after.July 2,1973.

S]‘](,"]‘ION’ A NATYSTS
FIRST SECTION

The first section amends section 8340(¢) of title 5, United States
Code, to provide that an annuity of an employee or a Member that
has a commencing date after the offective date of the last preceding
cost-of-living increase under seetion 8340(b) of title 5, shall not be
fess than the annnity which would have been payable had the annuity
commenced on the effective_date of the last preceding cost-of-living
inerease. ‘The employee or Memoer need not have been eligible for
an annmity on the effective date of the last preceding cost-of-living
tnerease in order to be entitled to the benefit under the amendment.
"he amendment made by the firss section applies to annuities pay-
able to widows or widcwers of deceased employees or Members. Tow-
ever, the amendment Jdoes not apply to deferred wnnuities payable
vider section 8388 of title 5, United States Code, or under any other
related provision of Taw,

The section also provides that for purposes of section 8339 () of
title 5, United States Clode, the an ount of unmsed sick leave which s
ased in compnting the annuity which would have been payable had it
commenced on the effective date of the last preceding cost-of-living
inerease shail be the nnmber of days of sick Teave to the employee’s
credit on the date of his separation from the service.

SECIION 2

Section 2 provides that the amendments made by the first section
of the bill shall become effective retroactively, and apply to immediate
snnuities which commence on or after July 2, 1973, Thus, the bill will
npply to those employ2es who retire or die in service after June 30,
1973, and to annuities which commence subsequent to July 1, 1973,
The annuities of employees or surviving spouses would be computed
{or recomputed) as though separation from Federal employment had
occurred on June 30, 1973.

If such eomputation, increased by the latest 6.1 percent cost-of-
fiving adjustment, results in an anawity exceeding the annuity earned
on the date of actual separation, the former will be paid in lien of
the latter.
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Estinratep Cosrt

The cost of this legislation, which, under 5 U.S.C. 8348(g), repre-
sents a percentage of the interest ($500,000 annually) on the addi-
tional $10 million unfunded liability resulting from its enactment, is
estimated to be as follows:

Fiseal year 1974 (40 percent of $300,000) ____________ _ ______________ $200, 000
Ifiscal year 1975 (50 percent of $300,000) . _________________________ 250, 000
Fiscal year 1976 (60 percent of $300,000) _________ __________________ 300, 000
Tiseal year 1977 (70 percent of $3500,000) oo~ 350, 000
Fiseal year 1978 (80 percent of $300,000) . ____________________ 400, 000

Such interest would inerease correspondingly by $50,000 in each
subsequent year until 1980, and thereafter the full amount, of interest
would approximate $500,000. A similar unfunded liability would be
created by cach future cost-of-living adjustment and would be financed
by similar transfers of moneys from the Treasury to the retirement
Tund.

The additional interest would be offset by savings ($300,000 in the
case of the 1972 increase) in administrative expenses incident to each
cost-of-living increase which is now being charged against the retire-
ment fund for processing the peak retircment application workload
which accompanics each cost-of-living adjustment. '

TlLe cost estimates appearing in nthe Civil Service Commission’s
letter of January 18, 1973, have been increased in the committee esti-
mates to reflect the approximate costs of the actual 6.1 percent
adjustment which occurred on July 1, 1978.

ApMiNisTrATIVE RECOMMENDATIONS

The provisions of the first section of the bill are based on an official
recommendation of the Chairman of the 1.8, Civil Service Commis-
sion, as contained in his letter of January 18, 1973, which follows:

U.S. Civi. Service CoMMISSION,
Washington, D.C., January 18, 1973.
Hon. Cart Airperr,
Speaker of the House of Representatives, -
Washington, D.C.

Drar Mr. Sreaxer: The Commission submits for the consideration
of the Congress, and recommends favorable action on, the attached
legislative proposal which provides that the immediate (not deferred)
Civil Service retirement annuity of an employee or Member of Con-
gress retiring after the cffective date of a cost-of-living annuity in-
crease shall not be less than his annuity would have been if he had
retired and had been eligible for annuity on the cffective date. Simi-
larly, the proposal provides that the annuity of an employee’s or
Member’s widow (er) commencing after the offective date of a cost-of-
living annuity increase shall not be legs than it would have been if it
had commenced on the effective date.

Whether an employee’s annuity will be greater computed on the
basis of (1) service and salary up to the effective date of the most
recent cost-of-living inerease, plus that percentage increase or (2) all
service and salary up to the date of actual separation, without a cost-
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of-living increase, Gepends on factors which vary with the individual.
Assuming a normal pattern of ast and future salary increases, and a
5 percent cost-of-living ircreas2, an employee would need 3-10 addi-
tional menths’ service, depending on his total years of service, for his
annuity without the cost-of-living increase to equal the amount he
could get if he had retired on the effective date of the cost-of-living
increase. UUnder the proposal, sn employee would in all cases receive
the larger annuity.

The present cost-of-living adjustment provision, found in 5 11.8.C.
8340, provides that an employee must retire and his annuity must
commence on or before the effective date of a cost-of-living anrauity
increase in order to have it applied in the computation of his annuity.
The reasons for the proposed changs are:

(1) The present provision produces the anomaly of an employee who
retires soon after the effective date of an increase receiving less an-
nuity than an employee, with the same service beginning date and
high three-year average salary, who retires on or before the effective
date. even though the employee who retires after the effective date has
more service. A s ilar anomaly exists in computing a survivor’s an-
nuity beause the survivor of an employee who dies on or before the
effective date of a cost-of-living: increase receives the increase, but the
survivor of an employee who dies after the effective date does not re-
ceive it.

(2) We are concerned about tae way the large number of retirements
which follow cost-of-living annuity adjustments affects the admin-
istration of the Civil Service Ratirement System. The present cost-of-
living adjustment provisicn “bunches” retirements immediately before
the effective date of every cost-of-living annuity increase by accelerat-
ing the vetirements of employees who had been planning to leave
within six months or so after that date. The last such increase, effee-
tive July 1, 1972, for example, produced about 60,000 retirements in
addition to the 20,000 or less that occur in a normal four-month period.
Despite the Commission’s plans to cope with such a peak load, work
is disrupied and annuity payments are seriously delaved when so raany
retirements that would otherwise have been evenly spaced over a period
of several months occur at the same time.

(3) Agencies throughout the Government are also adversely affected
because an inordinate number of eraployees decide to retire imredi-
ately before a cost-of-living annuity increase. Many of these people
if they are willing, must be reemployed as annuitants to complete the
projects on which they were working.

Enactment of the draft bill would (1) eliminate the anomaly be-
{ween ananitics that commence on or just before the effective date of a
cost-of-Hving increase and those that commence shortly after that date;
(2) moderate the peaking of ratirements immediately before cost-of-
Hvinge inereases become effective, with an estimated savings of $300,000
in administrative expenses now charged against the Civil Service re-
tiremont and disability fund for processing the peak work load that
accompanies each cost-of-living adjustment; and, (3) reduce the dis-
ruption in the work of agencies throughout the Government caused by
many einployees suddenly retir ng at the same time, with many lee.ving
work projects incornplete.

To the extent that employees delayed retirement by a few months
they would (1) pay contributions to the Fund for a longer period,
and (2) not receive any annuity for those months—a combination
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necessarily resulting in more money in the Fund. On the other hand,
to the extent that employees who would have retired after the effective
date of the cost-of-living increase anyway receive a higher annuity
than they would have rcceived if they had retired on the effective
date, more money would be paid out of the Fund.

The additional annuity benefits which would be provided by the
draft bill for each cost-of-living annuity increase authorized on or
after its enactment would increase the unfunded liability of the Civil
Service retirement and disability fund. Assuming, for example, that
the draft bill is enacted and that then a 4.5 percent cost-of-living an-
nuity increase is effective July 1, 1973, the unfunded liability of the
FFund would be increased by $7.5 million. The annual interest on this
$7.5 million would be $375,000.

Under 5 U.S.C. 8348(g), the Secretary of the Treasury, before
closing the accounts for a fiscal year, would have to credit to the
Fund, as a Government contribution, out of any money in the Treas-
ury of the Urited States not otherwise appropriated, the following
percentages of all intercst on the unfunded liability existing at the
start of that fiscal year: 40 percent for 1974 ; 50 percent for 1975; 60
percent for 1976; and continuing to increase by 10 percent each year
until 100 percent of the interest would have to be credited for fiscal
year 1980 and for each fiscal year thereafter.

Each additional cost-of-living annuity increase authorized subse-
quent to fiscal year 1973 would have a cumulative effect on the Retire-
ment Fund’s unfunded liability and the annual interest thereon. If,
for example, there is one cost-of-living annuity increase of 4.5 percent
in each fiscal year 1974 through 1980, the unfunded liability would be
increased by a little over $52.5 million, and the annual cumulative
interest payment due the Fund from the Sceretary of the Treasury
at the end of fiscal year 1981 would be a little over $2.6 million.

The Office of Management and Budget advises that there is no ob-
jection from the standpoint of the administration’s program to the
submission of this draft bill to Congress.

A similar letter is being sent to the President of the Senate.

By dircetion of the Commission :

Sincerely yours,
Ropert Hameron, Chairman.

Crranees INn Exrstine Law Mape 8y tie BiiL, as Rerorren
In compliance with clause 3 of rule XIIT of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is

enclosed in black brackets, new matter is printed in italic, existing law
in which no change is proposed is shown in roman) :

TITLI: 5, UNITED STATES CODX
% * & * % % &

Subpart G—Insurance and Annuities
* * * & % * L

Chapter S3—RETIREMENT
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SUBCHAPTER IT1-—CIVIL SERVICE RETIREMENT

% b £ B & * Ed
§ 8340. Cost-of-living adjustment of annuities
(a) ® = =®
* Eg #* * £ * #

(e) Khgibility for an anmuity increase under this section is governed
by the commencing date of each annuity payable 'i'rom the Fund as
of the effective date of an increase, except as follows

(1) An annuity (except a deferred annuity vu«de, section 8338
of //us title or any other provision of law) which—

(/) s payable from, the Fund to an employee or M ember
who retives, or to the widow or widower of o deceased em-
Jloyee o W ember; and

(1Y has a commencing date after the effective date of the
then last preceding annuity increase under subsection (b) of
ihis seclior.;

sheall not be less than the aanaily which would have been payable
if the commencing date of such ennvity had been the effective date
of the then lasi preceding unnuity increase under subsection (b)
of this section. fn the adw.inistration of this paragraph, an em-
ployee or a deceused employee shall be deemed, for the purposes
of section 8339 (n) of this title, to have to his me(la‘ on the effective
date of the thea last vn’(e(’m(y anruity inercase mea’er subsection

(b)Y of this seetion, o m/ml)m of days of unused sick leave equal to
//m wumber of days of wnused sick leave to his eredit on the date
of his se/)m(//mn Ffrom the service.

L(D)F(2) Etfective from its commencing date, an annuity pay-
able from the Fund to an annuitant’s survivor (except a child
entitled under section 8341(e) of this title), which annuity com-
mences the day after the death of the annuitant and after the
nifeciive date of the first increase under this section, shall be
inerensed by the total percent increase the annunitant WS receiv-
ing under this section at death. ITowever, the increase in a sur-
vivor annuity authorized by section 8 of the Act of May 29, 1930,
as anended to July 6, 1950, shall be computed as if the annulty
cornmencing dute had been the effective date of the first increase
under this section.

L(2)X(3) For the purpose of computing the annuity cf a child
under section 8341 (e) of this title that commences on or after the
livst day of the first month that begins on or after the date of
enaciment of the Civil Service Retirement Amendments of 1969,
the items 5900, $1,080, $2.,700. and $3,240 appearing in section
8341 (e) of f this title shall be increased by the total percent in-
ereases allowed and in force under this section on or after such
day and, in cass of a deceased annuitant, the items 60 percent and
5 per cont appearing in section 8341(e) of this title shall be
inereased by the total perceat allowed and in force to the annuitant
under this section on or a’ter such day.

* * & * * * *

O
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